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BEGIN SUMMARY: A RECORD MONTHLY TRADE DEFICIT OF 298 
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MILLION POUNDS FOR OCTOBER WAS ANNOUNCED ON TUESDAY EOL- 
LOWED BY A TIGHTENING OF MONETARY POLICY WHICH INCLUDED A 
BOOST IN THE MINIMUM LENDING RATE TO A RECORD 13 PERCENT 
AND A EURTHER TWO PERCENT CALL EOR SPECIAL DEPOSITS. THE 
CLEARING BANKS ALSO RAISED THEIR BASE LENDING RATE TO 13 
PERCENT. THIS WAS EOLLOWED BY HEAVY SELLING ON THE STOCK 
MARKET AND GOVERNMENT CURITIES HAD THEIR WORST DAY 
SINCE WORLD WAR II. STERLING ESCAPED RELATIVELY UN- 
SCATHED. TUESDAY ALSO SAW A GOVERNMENT DECLARATION OE A 
STATE OE EMERGENCY TO MEET FUEL PR OBI, RMS EXACERBATED BY 
INDUSTRIAL ACTION BOTH BY COAL MINERS AND POWER STATION 
ENGINEERS. ON WEDNESDAY, GOLD DROPPED TO $90.00 IN 
RESPONSE TO THE ABOLITION OE THE TWO-TIER MARKET. 

EIGURES PUBLISHED THIS WEEK SHOW INDUSTRIAL PRODUCTION 
RISING AND GNP GROWTH SLOWING IN LINE WITH THE GOVERN- 
MENT'S ECONOMIC STRATEGY. UNFORTUNATELY WHOLESALE PRICES 
CONTINUED TO RISE RAPIDLY. ON THURSDAY BOTH THE PRIME 
MINISTER AND THE CHANCELLOR RULED OUT AN AUTUMN BUDGET. 
END SUMMARY. 

1. IN OCTOBER, THE U.K. RECORDED A RECORD VISIBLE TRADE 
DEEICIT OE 298 MILLION POUNDS (S.A.) WITH EXPORTS OP 1008 
MILLION POUNDS (P.O.B., S.A., B/P BASIS) AND RECORD 
IMPORTS OP 1306 MILLION POUNDS (F.O.B., S.A., B/P BASIS). 

THE IMPORT PIGURE SHOULD PROBABLY BE 75 MILLION POUNDS 
HIGHER BRINGING THE DEEICIT UP TO ABOUT 370 MILLION 
POUNDS SINCE TWO WEEKS' IMPORTS THROUGH HEATHROW AIRPORT 
WENT UNRECORDED BECAUSE OP A COMPUTER STAPF STRIKE. THE 
BALANCE ON INVISIBLE TRADE WAS ON THE ORDER OF A 65 MIL- 
LION POUNDS SURPLUS. THUS, THE CURRENT ACCOUNT WAS IN 
DEEICIT BY BETWEEN 233 MILLION POUNDS AND 305 MILLION 
POUNDS. EOR FURTHER DETAILS SEE LONDON 13301. 

2. TO PROTECT THE ECONOMY IN GENERAL AND THE EXCHANGE 
RATE IN PARTICULAR THE BANK OF ENGLAND, ON TUESDAY, 
INCREASED THE MINIMUM LENDING RATE PROM 11-1/4 PERCENT TO 
13 PERCENT AND CALLED FOR ADDITIONAL SPECIAL DEPOSITS OP 
TWO PERCENT FROM BANKS AND DEPOSIT-TAKING FINANCE HOUSES. 
THIS CALL EOR SPECIAL DEPOSITS WILL REMOVE AN ESTIMATED 

600 MILLION POUNDS PROM THE BANKING SYSTEM AND WILL BE 
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COLLECTED IN 1/2 PERCENT TRANCHES OVER THE PERIOD OP 
NOVEMBER 28 TO JANUARY 2, 1974. 

3. ALL THE LONDON CLEARING BANKS EOLLOWED THE BANK OF 
ENGLAND ACTION BY RAISING THEIR BASE LENDING RATES PROM 
1 1 PERCENT TO 13 PERCENT WITH THE BANK'S ENCOURAGEMENT. 
COSTS OP BORROWING WILL RANGE FROM 14 TO 18 PERCENT AND 
MONEY MARKET RATES ROSE TO NEARLY 15 PERCENT ON TUESDAY. 
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THERE WAS ALSO HEAVY SELLING ON THE LONDON STOCK EXCHANGE 
WITH ORDINARY SHARES, AS MEASURED BY THE EINANCIAL TIMES 
INDEX, FALLING 17.4 POINTS TO 405.5, JUST ABOVE THE LOW 
POINT FOR THE YEAR. THE MARKET HAS REMAINED NERVOUS AND 
FELL FURTHER TO CLOSE AT 397.1 ON THURSDAY 
(LOWEST LEVEL SINCE AUGUST 1971) AMID RUMOURS THAT A 
MINI-BUDGET WAS GOING TO BE ANNOUNCED. ON TUESDAY GILT- 
EDGED SECURITIES ALSO SUFFERED THEIR WORST SET- 
BACK IN A SINGLE DAY'S TRADING SINCE THE SECOND WORLD WAR. 
THE MARKET RECOVERED ON THURSDAY ON HOPES THAT FRESH 
GOVERNMENT STEPS TO DEAL WITH INFLATION WOULD SOON BE 
ANNOUNCED. 



UNCLASSIFIED 



NNN 

UNCLASSIFIED 

PAGE 01 LONDON 13474 02 OF 03 I62002Z 
53 

ACTION EUR-25 

INFO OCT-OI EA-II ISO-00 L-03 H-03 PA-04 PRS-OI USIA-I5 

SPC-03 AID-20 EB-II NSC-IO RSC-OI CIEP-02 SS-20 

STR-08 OMB-OI CEA-02 CIAE-00 FRB-02 INR-IO NSAE-00 

XMB-07 OPIC-I2 LAB-06 SIL-OI 10-14 NEA-IO ABF-OI 

FSE-00 DRC-OI /205 W 

0I6I63 

R I6I940Z NOV 73 
EM AMEMBASSY LONDON 
TO SECSTATE WASHDC 5654 
INFO AMEMBASSY BERN 
AMEMBASSY BONN 
AMEMBASSY BRUSSELS 
AMEMBASSY COPENHAGEN 
AMEMBASSY DUBLIN 
AMEMBASSY LUXEMBOURG 
AMEMBASSY PARIS 
AMEMBASSY ROME 
AMEMBASSY STOCKHOLM 
AMEMBASSY THE HAGUE 
AMEMBASSY TOKYO 



Deciassified/Reieased US Department of State EO Systematic Review 30 JUN 2005 




Declassified/Released US Department of State EO Systematic Review 30 JUN 2005 
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UNCLAS SECTION 02 OE 03 LONDON 13474 

4. STERLING CLOSED ON TUESDAY (NOV. 13) AT $2.3925, UP 
45 POINTS FROM THE PREVIOUS DAY'S CLOSE. IT FELL BACK 
AGAINST THE DOLLAR ON THURSDAY (NOV. 15) TO CLOSE AT 
$2.3870, DOWN 317 POINTS FROM LAST THURSDAY'S CLOSE. 

WHILE STERLING HAS FALLEN SOME 0.23 PERCENT IN TERMS OF 
THE DOLLAR FROM TUESDAY'S LEVEL, MUCH OF THIS IS 

DUE TO STRENGTHENING OF THE DOLLAR IN ANTICIPATION OF 
UNCLASSIFIED 

UNCLASSIFIED 
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GOOD U.S. THIRD QUARTER BALANCE OF PAYMENTS 
FIGURES. IN FACT, THE TRADE- WEIGHTED DEPRECIATION OF 
STERLING NARROWED TO 16.95 PERCENT ON TUESDAY, NOVEMBER 
13. IT WAS 17.72 PERCENT ON THURSDAY, COMPARED TO 17.30 
PERCENT LAST THURSDAY. THIS IS STILL WELL BELOW THE 18 
AND 19 PERCENT LEVELS OF SEVERAL WEEKS AGO. 

5. ON TUESDAY, NOVEMBER 13, THE GOVERNMENT CALLED A 
STATE OF EMERGENCY TO MEET ITS FUEL PROBLEMS. FOR 
DETAILS SEE LONDON 13361. 

6. THE PRICE OF GOLD FELL $6.75 ON WEDNESDAY IN REACTION 
TO THE TERMINATION OF THE 1968 WASHINGTON AGREE- 
MENT ON GOLD. THE PRICE ROSE BY $1 ON THURSDAY TO CLOSE 
AT $91.00, DOWN $7.00 FROM LAST THURSDAY'S CLOSE. 

7. THE SEPTEMBER INDEX OF INDUSTRIAL PRODUCTION ROSE TO 
111.9 FROM 111.1 IN AUGUST (1970100); FOR MANUFACTURING 
ALONE THE INDEX ROSE TO 1 12.8 COMPARED TO 1 12.0 IN 
AUGUST. THESE FIGURES POINT TO A CONTINUED UPWARD TREND 
IN TOTAL INDUSTRIAL OUTPUT WITH MANUFACTURING OUTPUT AS 
THE SOURCE OF GROWTH. THE RATE OF GROWTH IN INDUSTRIAL 
PRODUCTION AT AN ANNUAL RATE WAS 4 PERCENT IN THE THIRD 
QUARTER WHICH IS COMPATIBLE WITH THE GOVERNMENT'S GOAL OF 
3-1/2 PERCENT GROWTH. 

8. GROSS DOMESTIC PRODUCT (BASED ON S.A., OUTPUT DATA) 

GREW AT AN ANNUAL RATE OF 4.4 PERCENT DURING THE THIRD 
QUARTER, WHEN COMPARED TO THE SECOND QUARTER 1973. ON 
AN INDEX BASIS GDP FOR THE THIRD QUARTER WAS 109.8 COM- 
PARED TO 108.6 IN THE SECOND QUARTER AND 109.0 IN THE 
FIRST QUARTER ON OUTPUT BASIS (1970100, S.A.). THIS 

DATA, ALONG WITH CONSUMER SPENDING FIGURES INDICATES THAT 
GROWTH IN THE ECONOMY IS SLOWING TO THE REGION OF 
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3-1/2 PERCENT A YEAR. 

9. THE WHOLE SALE PRICE INDEX (I.E., DOMESTIC SALES OE 
MANUEACTURED GOODS) ROSE BY 1-1/2 PERCENT IN OCTOBER 
WHICH CORRESPONDS TO AN ANNUAL RATE OF 18 PERCENT. 

THIS IS THE LARGEST MONTHLY INCREASE SINCE THE GOVERNMENT 
WAGE AND PRICE PROGRAM CAME INTO EFEECT LAST NOVEMBER. 
UNCLASSIEIED 

UNCLASSIEIED 
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THE PRICE INDEX ROSE TO 128.U EOR OCTOBER COMPARED TO 
125.9 IN SEPTEMBER (1970100). THE PRICE INDEX FOR 
BASIC MATERIALS AND EUEL ROSE 4-1/2 MAKING IT 42 PERCENT 
HIGHER THAN OCTOBER, 1972. MOST OE THE OCTOBER RISE IS 
ATTRIBUTABLE TO HIGHER PRICES FOR CRUDE OIL. 

10. THE PRIME MINISTER IN A TELEVISION INTERVIEW AND 
THE CHANCELLOR IN A SPEECH BEEORE THE AMERICAN BANKS 
ASSOCIATION IN LONDON REITERATED THE GOVERNMENT'S COM- 
MITMENT TO ITS PRESENT ECONOMIC STRATEGY AND SAID THERE 
WOULD BE NO AUTUMN BUDGET. THEY BOTH DEEENDED THE 
MONETARY MEASURES INTRODUCED ON TUESDAY AND APPEALED TO 
THE NATION TO SEIZE THE OPPORTUNITIES NOW AVAILABLE TO IT 
TO SUSTAIN GROWTH, INCREASE PRODUCTION AND RAISE EXPORTS. 
EOR DETAILS SEE SEPTEL. 
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11. THE FORWARD DISCOUNT ON STERLING WIDENED 
SHARPLY ON TUESDAY (NOV. 13) AND AGAIN ON 
WEDNESDAY (NOV. 14) TO REACH 1.32-1/2 CENTS AT ONE MONTH, 
3.60 CENTS AT 3 MONTHS AND 6.15 CENTS AT 6 MONTHS. THE 
DISCOUNT NARROWED SHARPLY ON THURSDAY. 

11/8 11/15 CHANGE 

UNCLASSIFIED 
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03 OF 03 


162007Z 


1 MONTH 


0.59-1/2 


0.80 


UP U.20-1/2 


3 MONTHS 


2.18-1/2 


3.10 


UP 0.91-1/2 


6 MONTHS 


4.56-1/2 


6.15 


UP 1.58-1/2 



(ALL FIGURES IN CENTS) 



12. LOCAL AUTHORITY DEPOSIT RATES JUMPED ON TUESDAY 
(NOV. 13) IN RESPONSE TO THE RAISING OF THE MINIMUM 
LENDING RATES AND BASE LENDING RATES. THE UPWARD TREND 
CONTINUED OVER THE REST OF THE WEEK. 



11/8 

1 MONTH 
3 MONTHS 
6 MONTHS 



11/15 CHANGE 

11- 3/4 14-1/16 UP 2-3/16 

12- 7/8 14-5/8 UP 1-3/4 

12-11/16 14-3/4 UP 2-1/16 



13. EURODOLLAR RATES CONTINUED TO MOVE IN A MIXED 
PATTERN BUT GENERALLY UPWARD. 
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11/8 


11/15 


CHANGE 


1 MONTH 


9-1/2 


9-7/8 


UP 3/8 


3 MONTHS 


9-1/2 


10 


UP 1/2 


6 MONTHS 


9-1/4 


9-3/4 


UP 1/2 



14. THE MINIMUM LENDING RATE WAS RAISED EROM 11-1/2 
PERCENT TO 13 PERCENT ON TUESDAY, NOVEMBER 13, THE 
HIGHEST LEVEL EVER. 

ANNENBERG 
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